r\pss.  och  .  n?% :  ^i/zAfyks-^ 


UMASS/AMHERST 


31sabfe.01bTbOT7fl 


WORKING  PAPER 


GOV 

:/vrs 

Appendixes  u 

Corporate  Taxation  in  Massachusetts: 
How  Level  Is  the  Playing  Field? 

Prepared  for 

Massachusetts  Special  Commission 

on 
Business  Tax  Policy 


by 


Yolanda  K.  Kodrzycki 
Federal  Reserve  Bank  of  Boston 


May  25,  1993 
Revised  August  1993 


SM3 


I 

I 

I 

I 


Massachusetts  Special  Commission 

on 
Business  Tax  Policy 

Chairman 

Richard  F.  Syron,  President 
Federal  Reserve  Bank  of  Boston 

Members  of  the  Special  Commission 

The  Honorable  William  M.  Bulger,  President 
Massachusetts  Senate 

Joseph  Faherty,  President 
Massachusetts  AFL-CIO 

The  Honorable  Charles  Flaherty,  Speaker 
Massachusetts  House  of  Representatives 

Howard  Foley,  President 
Massachusetts  High  Technology  Council 

Robert  Haynes,  Secretary/Treasurer 
Massachusetts  AFL-CIO 

The  Honorable  Joseph  P.  Kennedy  II 
U.S.  House  of  Representatives 

Cynthia  Mann,  Staff  Attorney 
Massachusetts  Law  Reform  Institute 

Robert  Murphy,  President 
Massachusetts  Teachers  Association 

David  A.  Spina,  Vice  Chairman  and  Chief  Financial  Officer 
State  Street  Bank  and  Trust  Company 

The  Honorable  Paul  Tsongas 
Foley,  Hoag  &  Eliot 

Michael  Widmer,  President 
Massachusetts  Taxpayers  Foundation 


Research  Director 

Robert  Tannenwald 

Assistant  Director 

Jeannette  Hargroves 


Counsel 

Barry  White 

Foley,  Hoag  &  El iot 


Research  Staff 

Rachel  Cononi 

Eric  Karnowski 

Pam  Larson 

Michele  Mongiello 

Anthony  Storm 

Administrative  Assistant 

Leisa  Scott 


NOTE 


This  working  paper  was  prepared  by  Commission  research  staff  or 
consultants  as  background  material  for  Commission  members.    It 
does  not  necessarily  reflect  the  views  of  the  Commission  as  a  whole 
or  any  particular  Commission  member.   Therefore,  this  working  paper 
should  not  be  considered  an  interim  report,  official  or  unofficial, 
issued  by  the  Commission. 


Table  of  Contents 

Appendixes 

I.  Description  of  Tax  Rules  for  Massachusetts  Corporations 

II.  Comparison  of  States'  Corporate  Tax  Provisions 

III.  Combined  Versus  Consolidated  Accounting 

IV.  Sources  of  Data  and  Some  Characteristics  of  the  Sample 

V.  Confidentiality  Restrictions 

VI.  Effective  Tax  Rates  Based  on  Adjusted  Federal  Net  Income 

After  Apportionment 

VII.  Effective  Tax  Rates  Based  on  Apportioned  Book  Income 

VIII.  Apportionment  Percentages 

IX.  Fairness  and  State  Taxation  of  Corporations 


APPENDIX  I 
DESCRIPTION  OF  TAX  RULES  FOR  MASSACHUSETTS  CORPORATIONS 


Description  of  Tax  Rules  for  Massachusetts  Corporations 

Business  Corporations  (Massachusetts  Form  355A  and  355B) 

As  can  be  seen  in  Chart  1,  the  Massachusetts  corporate  excise  tax  is  . 
made  up  of  an  income  portion  and  a  non-income  portion.  In  calculating  the  tax 
base,  Massachusetts  starts  with  a  company's  net  income  as  reported  on  line  28 
of  the  U.S.  form  1120.  Massachusetts  taxpayers  then  apply  some  state 
modifications  and  apportion  income  to  arrive  at  Massachusetts  income. 

The  Massachusetts  adjustments  are  made  up  of  additions  to  and 
subtractions  from  federal  net  income.  Massachusetts  first  requires 
corporations  to  add  back  any  allowable  U.S.  Wage  Credits  (this  is  taken  from 
line  13b  of  U.S.  form  1120.)  Corporations  must  also  add  back  any  foreign, 
state,  or  local  excise  taxes  that  were  deducted  from  the  federal  form  and  add 
in  state  and  municipal  bond  interest  that  is  not  taxable  under  the  federal 
rules.  Corporations  are  allowed  two  deductions  from  their  federal  net  income. 
A  net  operating  loss  deduction  is  allowed  in  Massachusetts.  Companies  are  not 
allowed  to  carry  back  losses,  but  they  are  allowed  to  carry  their  losses 
forward  as  many  as  five  years.  Massachusetts  taxpayers  are  also  allowed  a 
dividends  deduction.  If  a  company  owns  more  than  15  percent  of  the  voting 
stock  of  another  company,  the  dividends  that  pass  between  the  two  entities  are 
not  subject  to  taxation  at  the  state  level.  Dividends  from  a  company  that  is 
less  than  15  percent  owned  are  treated  as  taxable  income. 

After  these  adjustments  have  been  applied  to  taxable  income,  the 
corporation  must  apply  an  apportionment  percentage  to  arrive  at  Massachusetts 
income.  The  apportionment  percentage  is  found  by  using  a  three-factor  formula 
based  on  in-state  versus  total  sales,  payroll,  and  tangible  property.  The 
sales  factor  is  double  weighted. 

Two  deductions  are  taken  from  Massachusetts  income.  Corporations  are 
allowed  to  deduct  expenditures  paid  or  incurred  for  the  installation  of  any 
solar-  or  wind-powered  climate  control  or  water  heating  unit.  Also, 
corporations  may  deduct  25  percent  of  wages  paid  to  qualified  poverty  area 
employees. 

Once  all  of  these  modifications  have  been  made,  the  corporation  has 
arrived  at  its  Massachusetts  taxable  income.  The  tax  rate  levied  on  this 
income  is  9.5  percent.  If  Massachusetts  taxable  income  is  negative,  the 
income  excise  equals  zero. 

There  is  also  a  non-income  portion  of  the  Massachusetts  corporate 
excise,  which  is  based  on  either  Massachusetts  tangible  property  or 
apportioned  net  worth.  If  10  percent  or  more  of  a  corporation's  allocated 
assets  not  subject  to  local  taxation  consists  of  tangible  property  not  subject 
to  local  taxation,  then  the  corporation  must  pay  a  tangible  property  tax. 
Allocated  assets  are  equal  to  total  assets  multiplied  by  the  apportionment 
factor.  Otherwise,  the  corporation  pays  a  tax  on  its  allocated  net  worth.  In 
either  case,  the  tax  rate  is  the  same:  $2.60  per  $1,000. 


Which  capital  assets  in  Massachusetts  companies  are  subject  to  the  state 
excise  tax  or  local  property  tax? 

Assets  Mostly  State  Mostly  Local 

Real  Estate  X 

Inventories  X 

Machinery 

Non-manufacturing  X 

Manufacturing  X 

Transportation  Equipment  X 

Other  Equipment  X 

The  combination  of  the  income  and  non-income  portions  makes  up  the 
corporate  excise  tax.  Corporations  are  allowed  credits  on  this  corporate  tax 
liability.  The  Universal  Health  Care  Credit,  the  property  tax  credit  for  a 
qualified  new  facility  in  a  poverty  area,  the  investment  tax  credit  (1  percent 
from  1986  until  1992;  3  percent  thereafter),  and  the  vanpool  credit  are  all 
taken  out  of  a  corporation's  tax  liability  at  this  point. 

Only  businesses  with  50  or  fewer  full-time  equivalent  employees  are 
eligible  for  the  universal  health  care  credit.  The  credit  is  a  two  year 
credit  equal  to  20  percent  of  the  total  cost  of  premiums  for  health  insurance 
for  Massachusetts  employees  in  the  first  year  and  10  percent  in  the  second 
year.  The  vanpool  credit  is  equal  to  30  percent  of  the  total  purchase  or 
lease  costs  for  shuttle  vans  used  in  an  employer-sponsored  ridesharing 
program.  For  expenses  incurred  on  or  after  January  1,  1991,  Massachusetts 
allows  a  research  credit.  The  credit  is  equal  to  the  sum  of  15  percent  of  any 
basic  Massachusetts  research  payments  and  10  percent  of  excess  Massachusetts 
qualified  research  expenses  over  a  base  amount,  which  is  calculated  separately 
for  each  corporation.  The  research  credit  is  limited  to  100  percent  of  the 
corporation's  first  $25,000  of  liability  and  75  percent  of  the  liability  in 
excess  of  this  amount. 

The  limit  on  the  amount  of  credits  is  50  percent  of  the  total  excise  due 
before  credits.  However,  this  limit  does  not  apply  to  the  universal  health 
care  credit  or  the  research  credit.  If  a  corporation's  credits  exceed  50 
percent  of  the  total  excise  due  before  credits,  the  corporation  is  allowed  to 
carry  its  credits  forward  into  future  years.  Also,  if  a  corporation  claims  an 
investment  tax  credit  on  a  piece  of  machinery  and  sells  it  again  before  the 
end  of  its  useful  life,  Massachusetts  recaptures  the  investment  tax  credit 
from  that  company.  The  Massachusetts  corporations  are  also  subject  to  a 
minimum  tax  of  $456.  Companies  must  pay  the  greater  of  $456  and  their  excise 
due. 

For  a  history  of  the  provisions  of  the  corporation  excise  tax  see 
Henderson  (1990a). 


Public  Service  Corporations  (Massachusetts  Form  P.S.I) 

The  so-called  franchise  tax  levied  on  Massachusetts  public  service 
companies  is  different  from  the  corporate  excise  tax  levied  on  other 
corporations.  One  of  the  major  differences  is  that  public  service 
corporations  may  not  file  as  a  group;  they  must  file  as  a  single  entity. 
Public  service  corporations  do  not  have  a  non-income  portion  of  their 
franchise  tax.  Therefore,  they  are  not  subject  to  property  taxes  at  the  state 
level.  However,  poles,  wires,  conduits  and  generators  are  considered  personal 
property  and  are  taxed  locally.  The  tax  is  based  purely  on  modifications  to 
the  net  income  as  reported  on  line  28  of  federal  Form  1120.  The  dividends 
deduction  for  public  service  corporations  applies  to  corporations  that  own  80 
percent  or  more  of  the  voting  stock  of  another  corporation.  The  apportionment 
formula  for  public  service  corporations  puts  equal  weight  on  each  of  the  three 
factors-  sales,  payroll,  and  property.  Also,  the  tax  rate  is  6.5  percent  for 
public  service  corporations  as  opposed  to  9.5  percent  for  corporations  filing 
Form  355A  and  355B.  Finally,  public  service  corporations  are  not  subject  to  a 
minimum  tax. 

Securities  Corporations  (Massachusetts  Form  355SC) 

Massachusetts  securities  corporations  pay  an  excise  based  on  their  gross 
income,  as  opposed  to  their  net  income,  and  they  are  not  subject  to  a  tangible 
property  or  net  worth  tax.  Like  public  service  corporations,  securities 
corporations  must  file  as  single  entities.  Regulated  securities  companies  are 
taxed  at  a  rate  of  .33  percent,  while  unregulated  companies  are  taxed  at  1.32 
percent.  Both  types  of  securities  companies  are  eligible  for  the  universal 
health  care  credit  and  the  vanpool  credit,  and  both  have  a  minimum  tax  of 
$228. 

To  qualify  as  a  securities  corporation  with  the  Department  of  Revenue,  a 
company  must  be  involved  exclusively  in  buying,  selling,  dealing  in  or  holding 
securities  on  its  own  behalf,  rather  than  for  others..  That  is,  the  company 
may  not  be  engaged  in  brokerage  services.  If  the  company  is  involved  in  such 
services,  it  would  file  as  a  regular  corporation. 

S  Corporations  (Massachusetts  Form  355S-A  and  355S-B) 

In  addition  to  an  income  tax  on  shareholders  of  S  corporations, 
Massachusetts  levies  an  additional  excise  at  the  corporate  level.  If  total 
receipts  are  less  than  $6  million,  the  S  corporation  is  not  subject  to  the 
additional  excise  at  the  corporate  level.  If  total  receipts  are  between  $6 
million  and  $9  million,  the  S  corporation  is  taxed  at  a  rate  of  3.0  percent  of 
its  net  income.  For  those  S  corporations  with  total  receipts  over  $9  million, 
the  tax  rate  is  4.5  percent  of  net  income,  where  net  income  is  calculated  the 
same  way  as  for  business  corporations.  In  addition  to  the  universal  health 
care  credit  and  the  vanpool  credit,  S  corporations  are  eligible  for  the 
investment  tax  credit,  and  the  property  tax  credit  for  new  or  expanded 
facilities  in  poverty  areas.  The  minimum  tax  for  S  corporations  is  $456. 


Small  Business  Corporations  (Massachusetts  Form  SBC) 

In  order  to  qualify  as  a  small  business  corporation  in  Massachusetts,  a 
corporation  must  fulfill  all  of  the  following  criteria: 

1.  Gross  receipts  or  sales  must  be  under  $500,000. 

2.  Total  income  must  be  under  $500,000. 

3.  100  percent  of  the  net  income  must  be  taxable  in 
Massachusetts. 

4.  The  company  can  not  be  a  DISC,  an  S  corporation,  or  a 
securities  corporation. 

5.  The  company  can  not  be  a  parent  or  subsidiary  corporation.  (It  can 
not  own  50  percent  or  more  of  another  corporation's  voting  stock, 
nor  can  it  have  50  percent  or  more  of  its  voting  stock  owned  by 
another  corporation.) 

6.  The  company  can  not  claim  any  credits  or  special 
deductions  against  its  tax  (with  the  exception  of  the 
U.S.  targeted  jobs  credit). 

Since  1984,  small  business  corporations  have  been  able  to  file  a  simplified 
version  of  the  Massachusetts  Form  355. 
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Appendix  Table  11-1 

Highest  State  and  Local  Statutory  Rate  on  Corporate  Profits  by  State,  1 993 


Level  of  Income  at  which 
State  Percent  Rate  Rate  Becomes  Applicable 


Alabama  5  FR 

Alaska  94  $90,000 

Arizona  9-3  FR 

Arkansas  6.5  $100,000 

California  93  FR 

Colorado  5.4  $50,000 

Connecticut  11-5  FR 

Delaware  8.7  FR 

District  of  Columbia  10  FR 

Florida  5.5  FR 

Georgia  6  FR 

Hawaii  6.4  $100,000 

Idaho  8  FR 

Illinois  4.8  FR 

Indiana  3.4  FR 

Iowa  12  $250,000 

Kansas  4  FR 

Kentucky  8.25  $250,000 

Louisiana  8  $200,000 

Maine  8.93  $250,000 

Maryland  7  FR 

Massachusetts  9.5  FR 

Michigan        a  2.35  FR 

Minnesota  9.8  FR 

Mississippi  5  $10,000 

Missouri  5  FR 

Montana  6.75  FR 

Nebraska  7.81  $50,000 
Nevada                                                                                           No  corporate  income  tax 

New  Hampshire  8  -    FR 

New  Jersey  9  FR 

New  Mexico  7.6  $1,000,000 

New  York  9  FR 

North  Carolina  7.75  FR 

North  Dakota  10.5  $50,000 

Ohio  8.9  $50,000 

Oklahoma  6  FR 

Oregon  6.6  FR 

Pennsylvania  12.25  FR 

Rhode  Island  9  FR 

South  Carolina  5  FR 
South  Dakota                                                                           No  corporate  income  tax 

Tennessee  6  FR 

Texas       b  4.5  FR 

Utah  5  FR 

Vermont  8.25  $250,000 

Virginia  6  FR 
Washington                                                                              No  corporate  income  tax 

West  Virginia  9  FR 

Wisconsin  7.9  FR 
Wyoming                                                                                  No  corporate  income  tax 

a  Information  pertains  to  the  single  business  tax. 
b  Information  pertains  to  the  franchise  tax. 

Note:    FR   denotes  flat  rate. 

Source:    Commerce  Clearing  House,  Inc.  State  Tax  Guide.  Vol.  1,  February  1993,  pp.  871,  1021,  and  1022. 


Appendix  Table  11-2 

U«o  of  Federal  Income  as  the  Bate  for  State  Taxation 


State 


Federal  Income  Used 
ac  State  Tax  Bate? 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan       a 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas       b 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


No 

Yes 

Yes 

No 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

No 

Yes 

Yes 

Yes 

No  corporate  income  tax 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

No  corporate  income  tax 

Yes 

Yes 

No 

Yes 

Yes 

No  corporate  income  tax 

Yes 

Yes 

No  corporate  income  tax 


a   Information  pertains  to  the  single  business  tax. 
b  Information  pertains  to  the  franchise  tax. 


Source:    Commerce  Clearing  House,  Inc.  State  Tax  Guide.  Vol.  1,  February  1993,  pp.  1026-1027. 


Appendix  Table  11-3 
Apportionment  Formula 


State 


Formula 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 


Delaware 

District  of  Columbia 

Florida 


Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 
Louisiana 

Maine 
Maryland 
Massachusetts 
Michigan       a 
Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 


North  Carolina 
North  Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode  Island 
South  Carolina 


Three-factor  formula  as  specified  by  UDITPA 
Three-factor  formula  as  specified  by  UDITPA 
Three-factor  formula  with  double-weighted  sales  factor 
Three-factor  formula  as  specified  by  UDITPA 
Three-factor  formula  as  specified  by  UDITPA 
Either  between  UDITPA  or  two  factors  (sales  and  property) 
Manufacturers:  three-factor  formula  with  double- 
weighted  receipts  factor 
Other  firms:  single  factor  (gross  receipts) 
Three-factor  formula 
Three-factor  formula 
Three-factor  formula  with  double-weighted  sales  factor 

Transportation:  6ingle  factor  (revenue  miles) 

Insurance:    single  factor  (direct  premiums  written) 
Three-factor  formula 

UDITPA,  another  three-factor  formula,  or  a  two-factor  formula 
Three-factor  formula  as  specified  by  UDITPA 
Three-factor  formula  with  double-weighted  sales  factor 
Three-factor  formula  as  specified  by  UDITPA 
Single  factor  (sales) 
Either  three-factor  formula  as  specified  by  UDITPA  or  two  factors  (property 

and  sales) 
Three-factor  formula  with  double-weighted  sales  factor 
Manufacturing  and  merchandising  firms:  three-factor  formula 
Service  firms:  two  factors 

Three-factor  formula  with  double-weighted  sales  factor 
Three-factor  formula  with  double-weighted  sales  factor 
Three-factor  formula  with  double-weighted  sales  factor 
Three-factor  formula  with  double-weighted  6ales  factor 
Three-factor  formula  with  70  percent  sales,  1 5  percent 

property,  and  1 5  percent  payroll 
Three-factor  formula 

Either  three-factor  formula  as  specified  by  UDITPA  or  single  factor  (sales) 
Three-factor  formula  as  specified  by  UDITPA 
Single  factor  (sales) 
No  corporate  income  tax 

Three-factor  formula  with  sales  factor  weighted  1 .5  times 
Three-factor  formula 

Three-factor  formula  as  specified  by  UDITPA 
Three-factor  formula  with  double-weighted  sales  factor, 

equally  weighted  factors  for  computing  minimum  taxable 

income 
Three-factor  formula  with  double-weighted  sales  factor 
Three-factor  formula  as  specified  by  UDITPA 
Three-factor  formula  with  double-weighted  sales  factor 
Three-factor  formula 

Three-factor  formula  with  double-weighted  sales  factor 
Three-factor  formula  as  specified  by  UDITPA 
Three-factor  formula 
Manufacturers  and  dealers  in  tangible  personal  property: 

three-factor  formula 
Others:  single  factor  (gross  receipts) 


South  Dakota 

Tennessee 

Texas       b 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


No  corporate  income  tax 

Three-factor  formula  as  specified  by  UDITPA 

Single  factor  (gross  receipts) 

Three-factor  formula  as  specified  by  UDITPA 

Three-factor  formula 

Three-factor  formula 

No  corporate  income  tax 

Three-factor  formula  with  double-weighted  sales  factor 

Three-factor  formula  with  double-weighted  sales  factor 

No  corporate  income  tax 


a   Information  pertains  to  the  single  business  tax. 
b  Information  pertains  to  the  franchise  tax. 

Note:    More  than  one-third  of  the  states  imposing  a  corporate  income  tax  have  adopted  the  three-factor 
apportionment  formula  provided  under  the  Uniform  Division  of  Income  for  Tax  Purposes  Act  (UDITPA). pp 
UDITPA  specifies  the  manner  in  which  the  income  of  a  corporation  doing  business  and  deriving  income  from 
more  than  one  state  is  to  be  divided  and  assigned  to  each  of  the  states  for  income  tax  purposes. 


Source:    Commerce  Clearing  House,  Inc.  State  Tax  Guide.  Vol.  1,  February  1993,  pp.  1062-1063. 


Appendix  Table  11-4 

State  and  Foreign  Income  Tax  Deduction 


State 


State  and  Foreign 
Taxet  Deductible? 


Foreign  Taxes 
Deductible? 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan       a 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 
Rhode  Island 
South  Carolina 
South  Dakota 
Tennecsee 
Texas       b 
Utah 
Vermont 
Virginia 
Washington 
West  Virginia 
Wis  com  - 
Wyomir 


No 

No 

No 

No 

No,  except  for  Arizona  taxes 

No 

Yes,  except  for  Arkansas  taxes 

Yes 

No,  except  for  a  portion  of  the  Michigan 

No 

single  business  tax 

Yes,  except  for  Colorado  taxes 

No 

No 

Yes 

No 

Same  tax  credit  as  for  federal  income  tax 

No 

No 

No 

Same  tax  credit  as  for  federal  income  tax 

No,  except  for  Georgia  taxes 

No 

Yes 

Yes 

No 

Same  tax  credit  as  for  federal  income  tax 

Yes,  except  for  Illinois  taxes 

Same  tax  credit  as  for  federal  income  tax 

No 

Same  tax  credit  as  for  federal  income  tax 

Yes,  except  for  Iowa  taxes 

No 

No 

No 

No 

No 

Yes 

Same  tax  credit  as  for  federal  income  tax 

No 

Same  tax  credit  as  for  federal  income  tax 

No 

No 

No 

No 

No 

No 

No 

No 

No 

No 

No 

Same  tax  credit  as  for  federal  income  tax 

No 

No 

Yes 

Yes 

No  corporate  income  tax 

No 

Same  tax  credit  as  for  federal  income  tax 

Yes,  except  for  New  Jersey  taxes 

Yes 

Yes 

Yes 

No 

No 

No 

No 

No 

No 

Yes 

Same  tax  credit  as  for  federal  income  tax 

No 

No 

No,  except  for  Michigan  single 

No 

business  tax 
No 

Yes,  except  for  Rhode  Island  taxes 
No 

No  corporate  income  tax 
Yes,  except  for  Tennessee  taxes 
Yes 
No 
No 
No 

No  corporate  income  tax 
No 
No 
No  corporate  income  tax 


No 

Same  tax  credit  as  for  federal  income  tax 

No 

Same  tax  credit  as  for  federal  income  tax 
Same  tax  credit  as  for  federal  income  tax 
No,  except  for  waters  edge  group 
Same  tax  credit  as  for  federal  income  tax 
No 

Same  tax  credit  as  for  federal  income  tax 
Yes 


a    Information  pertains  to  the  single  business  tax. 
b   Information  pertains  to  the  franchise  tax. 

Source:    Commerce  Clearing  House,  Inc.  State  Tax  Guide.  Vol.1, 
February  1993,  p.  1055. 


Appendix  Table  11-5 
Balance  Sheet  Taxes 


State 


Bate 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut        a 

Delaware 

District  of  Columbia 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 


Ma 

Maryland 

Massachusetts 

Michigan 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 

Nevada 

New  Hampshire 

New  Jersey       a 

New  Mexico 

New  York 

North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 
Pennsylvania 
Rhode  Island 
South  Carolina 
South  Dakota 
Tennessee 

Texas 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


Capital  stock 

None 

None 

Outstanding  capital  stock 

None 

None 

Capital  stock  and  surplus  revenues 

Capital  stock 


Net  worth  (including  capital  stock 

and  surplus) 
None 
None 

Paid-in  capital 
None 
None 

Shareholder's  equity 
Capital  stock,  surplus,  and  borrowed 

monies 
Outstanding  capital  stock,  surplus, 

undivided  profits,  and  borrowed 

capital 
None 
None 

Net  worth  or  tangible  property 
None 
None 
Capital  stock,  surplus,  and  retained 

earnings 
Outstanding  shares  and  surplus 
None 

Paid-up  capital 
None 

Capital  stock 
Net  worth 
None 

Capital  stock 
Capital  stock,  surplus,  and  undivided 

profits 
None 

Outstanding  stock 
Outstanding  capital  stock,  surplus, 

undivided  profits,  and  bonds 
None 

Capital  stock 
Capital  stock 
Capital  stock  and  surplus 
None 
Capital  stock,  surplus,  and  undivided 

profits 
Capital  stock  and  surplus 
None 
None 

Capital  stock 
None 

Capital  stock 
None 
Property  and  assets 


The  balance  sheet  tax  is  included  as  part  of  the  corporate  income  or  excise  tax. 


Source:    Commerce  Clearing  House,  Inc.    State  Tax  Guide.  Vol.  1,  February  1993,  pp.  811-881. 
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Appendix  Tabe  11-7 

Credits  Other  Than  Investment,  Employment  and  R&D,  by  State 


State 


Credit 


Alabama 


Training  new  employees 


Alaska 


Cash  contributions  accepted  for  direct  instruction,  research,  and  educational  support  purposes 
and  contributions  to  endowment  by  a  qualified  Alaska  college  or  university  foundation 


Arizona 


Providing  dependent  day  care  services  for  employees 


Arkansas  Donations  or  sales  below  cost  of  new  machinery  and  equipment  to  qualified  educational  institutions 

Purchasing  common  stock  of  a  county  or  regional  industrial  development  corporation 

Motion  picture  companies  spending  in  excess  of  $  1  million  in  connection  with  filming  or  producing 
a  motion  picture  in  Arkansas  within  a  12-month  period,  or  that  spends  over  $500,000  in  connection 
with  filming  or  producing  a  motion  picture  in  Arkansas  within  a  6-month  period 

California  Providing  qualified  health  coverage  for  eligible  employees  and  their  dependents 

Providing  qualified  ridesharing  programs  for  employees 

Conducting  orphan  drug  testing  in  California 

Clinical  testing  of  drugs 

Establishing  a  child  care  program  or  constructing  a  child  care  facility  in  California  to  be 
used  by  the  children  of  the  taxpayer's  employees 

Donations  of  agricultural  products  to  California  nonprofit  organizations 


Colorado 


Contributions  made  prior  to  the  expansion  of  new  or  existing  mining  or  milling  operations  for 
the  purpose  of  assisting  in  solving  local  impact  problems  resulting  from  such  operations 

Purchases  of  Colorado  coal  in  excess  of  the  amount  of  that  coal  that  was  purchased  in  the 
previous  year 

Purchases  of  refuse  disposal  certificates  for  motor  vehicles  issued  by  the  Public  Utilities 
Commission  if  the  certificate  is  acquired  from  an  existing  motor  vehicle  carrier  engaged 
in  such  business 

Crop  or  livestock  contributions  made  to  a  tax-exempt  charitable  organization 

Monetary  or  in-kind  contributions  to  implement  the  economic  development  plan  for  an  enterprize 
zone 

Operating  a  licensed  child  care  center  or  family  care  home 

Preserving  historic  property 

Providing  employee  insurance  under  a  qualifying  hearth  plan  or  program 


Connecticut 


Manufacturing  facilities  operating  in  a  distressed  municipality 

Investment  in  programs  approved  by  a  municipality  and  the  Commissioner  of  Human  Resources; 
eligible  programs  include  providing  neighborhood  assistance,  day  care,  job  training  or  education, 
or  community  service 

Establishing  a  child  day  care  facility  to  be  used  primarily  by  the  children  of  the  taxpayer's 
employees 


State  Credit 

Connecticut  Contributions  to  housing  programs  developed,  sponsored  or  managed  by  a  nonprofit 

(cont'd)  corporation  that  benefit  low  and  moderate  income  persons  or  families 

Increases  in  the  amount  spent  on  training  employees  employed  in  the  state  over  that  amount  in  the 
preceding  year 

Providing  any  grant  or  grants  to  any  institution  of  higher  education  in  Connecticut  for  the 
purposes  of  research  and  development  related  to  advances  in  technology  that  exceed  the 
average  amount  spent  by  the  corporation  during  the  3  immediately  proceeding  tax  years  for  such 
grants 

Delaware  Investments  by  a  business  firm  in  an  approved  neighborhood  assistance  program 

Manufacturers  who  reduce  wastes  voluntarily  by  20%  compared  to  the  previous  year 

Manufacturers  who  derive  at  least  25%,  by  weight,  of  their  raw  materials  for  either  recycled 
materials  or  materials  removed  from  the  Delaware  solid  waste  stream  and  meet  investment  and 
employment  requirements 

Employers  who  participate  in  a  certified  travelink  program  designed  to  relieve  traffic 
congestion  during  peak  travel  times 

District  of  Columbia         Renting  space  to  a  licensed  nonprofit  child  development  center  at  a  lowered  rate 

Florida  Community  contributions  used  in  projects  undertaken  by  eligible  sponsors  that  are 

designed  to  construct  or  improve  housing,  commercial,  industrial  or  public  resources  or 

to  improve  job-development  opportunities  for  lower-income  persons  and  are  located,  among  other 

places,  in  an  authorized  enterprise  zone 

Owners  of  commercial  hazardous  waste  facilities  for  expenses  incurred  for  required  6ite 
evaluations  and  permit  fees 


Georgia 


Workplace  modifications  to  enable  handicapped  persons  to  be  employed 
Employers  who  provide  or  sponsor  an  approved  basic  skills  education  program 


Hawaii 


Low  income  housing  as  described  in  the  Internal  Revenue  Code 
Solar  or  wind  devices,  heat  pumps  or  ice  storage  systems 


Idaho 


Contributions  to  a  study  demonstrating  the  feasibility  of  establishing  a  nuclear  medical  research 
and  brain  treatment  facility  located  with  in  the  state  of  Idaho 


Illinois 


Amounts  paid  or  accrued,  on  behalf  of  all  persons  employed  by  the  taxpayer  in  Illinois  or 
Illinois  residents  employed  by  the  taxpayer  outside  of  Illinois,  for  educational  and 
vocational  training  in  semi-technical  or  technical  fields  or  semi-skilled  or  skilled  fields 

Donations  to  the  Illinois  Center  for  Research  on  Sulfur  in  Coal 


Indiana 


Contributions  to  Indiana  colleges,  or  corporations  or  foundations  organized  solely  to 
benefit  such  schools 

Investments  in  an  approved  program  for  neighborhood  assistance,  providing  jobs  and  job  training, 
education,  crime  prevention  or  community  services  in  an  economically  disadvantaged  area 

Qualified  enterprise  zone  loans 


State 


Indiana 
(cont'd) 


Credit 

Donations  of  qualified  high  technology  equipment  to  schools  in  Indiana 

Sponsoring  drug  and  alcohol  abuse  prevention  programs 

Contributions  to  the  twenty-first  century  scholars  program 

Owning  or  operating  a  registered  maternity  home  in  Indiana 

Donations  of  qualified  computer  equipment  to  a  service  center 

Purchase  of  an  ownership  interest  in  a  business  located  in  an  enterprise  zone 


Iowa 


Investment  in  an  initial  offering  of  securities  by  a  qualified  business  or  qualified  seed  capital 
fund 


Kansas 


Expenditures  for  the  purpose  of  making  all  or  part  of  an  existing  building,  facility  or  equipment 
accessible  to  persons  with  disabilities  or  usable  for  the  employment  of  persons  with  disabilities 
rf  the  building  or  facility  is  used  in  a  trade  or  business  or  held  for  the  production  of 
income 

Providing  child  care  services  for  employees 

Amounts  paid  under  the  small  employer  health  benefit  plan 


Kentucky 


Qualified  investments  purchased  in  the  Commonwealth  Venture  Fund 

Purchases  of  coal  subject  to  the  Kentucky  severance  tax  consumed  or  substituted  in  an  eligible 
heat  generating  facility  for  space  heating,  materials  processing  or  industrial  processing 

Manufacturing  companies  which  enter  into  a  financing  agreement  with  the  Kentucky  Industrial 
Development  with  respect  to  a  Kentucky  economic  development  project 

Hearth  insurance  premiums  paid  into  an  Area  Development  District  health  care  trust 


Louisiana 


Providing  neighborhood  assistance,  job  training,  education,  community  services  or  crime  prevention 
in  the  state 

Contributions,  donations  or  sales  below  co6t  of  tangible  movable  property  to  any  public 
elementary  or  secondary,  vocational-technical,  or  higher  education  facility,  private  or  parochial 
institution,  community  college,  special  6Chool,  museum  or  public  library  in  Louisiana 
Contributions  to  the  Dedicated  Research  Investment  Fund 

Low-income  housing  as  defined  in  the  Internal  Revenue  Code,  located  in  an  enterprise  zone, 
involve  tenants  in  its  management  and  operation  and  a  nonprofit  organization  in  it6  development 
and  operation,  and  have  qualified  for  a  federal  low-income  housing  credit 

Medical  concerns  located  in  the  Louisiana  Biomedical  Research  and  Development  Park 

Operations  located  in  research  and  development  parks  developed  in  association  with  public  and 
regionally  accredited  independent  universities  in  the  6tate 

Donations  to  qualified  playgrounds 

Providing  basic  jobs  skills  to  employees 

Providing  a  program  for  employees  who  are  potential  bone  marrow  donors  or  who  actually  become 
bone  marrow  donors 


State  Credit 

Maine  Providing  day  care  service  for  employees'  children 

Providing  long-term  care  policy  coverage  as  part  of  a  benefits  package 

Purchasing  wood  or  cedar  paste  for  the  use  within  Maine  as  a  fuel  for  the  generation  of 
electric  or  thermal  energy 


Maryland 


Maryland-mined  coal  purchased  by  a  qualified  cogenerator  in  excess  of  the  amount  purchased 
in  calender  year  1  986 


Massachusetts  Providing  hearth  care  insurance  for  employees 

Purchasing  or  leasing  a  company  shuttle  van  to  transport  employees  to  and  from  work 

Corporations  operating  a  business  facility  in  a  municipality  certified  to  contain 
substantial  poverty  or  in  a  municipality  contiguous  thereto 

Michigan  Charitable  contributions  to  public  broadcast  stations,  public  libraries  and  educational 

institutions  and  organizations 

Qualified  investment  in  a  minority  venture  capital  company  or  a  MESBIC  (small  business 
investment  company  licensed  under  the  Small  Business  Investment  Act) 

Contributions  to  an  endowment  fund  of  a  community  foundation  or  to  a  shelter  for  homeless 
persons,  food  kitchen,  food  bank  or  other  entity  if  such  contribution  is  deductible 
under  the  Internal  Revenue  Code 


Mississippi 


Providing  child  care  for  employees  during  work  hours 

Providing  medical  and  hearth  care  benefits  to  employees  in  accordance  with  a 
state  Department  of  Hearth  medical  and  health  care  benefits  plan 


Missouri 


New  business  facilities  in  an  enterprise  zone  training  persons  employed  in  the  operation 
of  the  new  facility  and  are  not  covered  by  an  existing  federal,  state  or  local  program 

Providing  neighborhood  assistance,  job  training,  education,  community  services  or  crime 
prevention  in  the  state 

Providing  affordable  low  income  housing  assistance  activities  in  Missouri 

Providing  approved  homeless  assistance  project  in  qualified  urban  areas  for  qualified 
low  income  persons  in  Missouri 

Providing  low  income  housing  which  qualifies  under  the  federal  low  income  housing  credit 

Producing  processed  wood  products  from  Missouri  forest  industry  residue 

Contributions  to  the  Missouri  industrial  development  and  reserve  fund 

Cash  contributions  to  a  qualified  capital  fund 

Contributions  to  the  Missouri  small  business  incubators  fund 

Making  qualified  investments  in  Missouri  small  businesses 


Montana 


Capital  investments  in  a  qualified  Montana  6mall  business  investment  capital  company 
Providing  qualified  dependent  care  assistance  for  an  employee 


State 


Montana 
(confd) 


Credit 

Charitable  contributions  to  the  general  endowment  funds  of  the  Montana  university 
system  foundations  or  a  general  endowment  fund  of  a  Montana  private  college  or  its 
foundations 

Limited  disability  insurance  paid 


Nebraska 


Contributions  to  community  betterment  programs  under  the  Community  Development  Assistance 
Act 

Nebraska-produced  ethyl  tertiary  butyl  ether  sold  for  delivery  outside  the  state 


New  Hampshire 


Contributions  made  to  the  Community  Development  Finance  Authority 


New  Mexico 


Providing  child  care  services  in  New  Mexico  for  dependent  children  of  employees  during  the 
employee's  work  hours 

Restoration,  rehabilitation  or  preservation  of  officially  listed  cultural  property 


New  York 


Original  issue  6tock  purchased  from  an  economic  development  zone  capital  corporation 
by  eligible  businesses  operating  in  a  designated  economic  development  zone 


North  Carolina  Replacing  or  modifying  an  oil-  or  gas-fired  boiler  or  kiln  and  the  associated  fuel  and  residue 

handling  equipment  used  in  the  manufacturing  process  of  a  manufacturing  business  in  the  state 
with  one  that  is  capable  of  burning  wood 

Corporate  owner  of  multifamily  rental  units  in  North  Carolina  constructing  such  dwelling 
units  in  conformity  with  state  building  code  requirements  for  dwelling  units  for 
handicapped  persons 

Donations  of  North  Carolina  realty  for  land  conservation  purposes 

Permitting  the  gleaning  of  a  taxpayer's  crop 

Providing  local  telephone  service  to  low-income  residential  customers  at  reduced  rates  under 
a  Utility  Commission  order 

Using  deepwater  ports  at  Wilmington  and  Morehead  City  for  the  export  of  cargo  loaded 
on  an  ocean  carrier 

Increasing  native  wine  purchases  over  the  previous  year  s  amount 

Investing  in  equity  securities  of  a  North  Carolina  Enterprise  corporation,  a  qualified 
investment  organization,  a  qualified  business  venture,  or  a  qualified  grantee  business 

North  Dakota  Investing  in  a  venture  capital  corporation 

Investing  in  the  "Myron  G.  Nelson  Fund, Inc."  public  venture  capital  corporation 

Contributions,  Membership  fees  or  dues  paid  to  a  certified  nonprofit  development 
corporation 


Ohio 


Engines,  machinery,  tools  and  implements  owned  by  the  taxpayer  and  used  or  designated 
to  be  used  in  manufacturing  or  refining 

Manufacturing  or  selling  litter  stream  products 


State 


Credit 


Ohio 
(cont'd) 


Export  sales 


Oklahoma  Gas  used  or  consumed  in  Oklahoma  in  manufacturing  operations 

Contributions  of  money  to  the  Energy  Conservation  Assistance  Fund 

Operating  a  facility  in  which  small  units  of  space  are  leased  by  a  tenant  and  for 
providing  business  development  services 

Investment  in  qualified  venture  capital  companies 

Manufacturing  a  product  developed  by  an  Oklahoma  inventor 

Investment  pursuant  to  the  Oklahoma  Capital  Investment  Act 

Corporations  in  Oklahoma  furnishing  water,  heat,  light  or  power  purchasing  Oklahoma-mined 
coal 

Premiums  paid  on  behalf  of  eligible  employees  who  elect  to  participate  in  a  state-certified 
basic  health  benefits  plan 

Transfers  of  technology  to  a  qualrfed  small  business  located  in  Oklahoma 


Oregon 


Owning  or  leasing  a  business  requiring  a  pollution  control  facility  or  having  a  beneficial 
interest  in  a  pollution  control  facility  used  for  resource  recovery  for  a  certified  pollution 
control  facility 

Completing  a  seasonal  or  year-round  farm  worker  housing  project 

Production  of  gasohol 

Contributions  of  weigh-backs  (fish  that  are  too  small  or  uneconomical  to  process 
commercially)  to  a  gleaning  cooperative  or  to  a  recipient  member  of  Oregon  Food  Share  by 
a  commercial  fisherman 

Contributions  of  computer  or  other  scientific  equipment,  maintenance  agreements  for  the 
equipment  or  moneys  for  scientific  or  engineering  research  made  to  an  institution  of 
higher  education  or  a  post-secondary  school  in  Oregon 

Investment  in  the  certified  capitalization  of  the  Oregon  Capital  Corporation 

Crops  donated  to  a  gleaning  cooperative 

Providing  day  care  assistance  and  dependent  day  care  facilities  for  employees 

Amounts  paid  on  behalf  of  qualified  employees  for  the  primary  care  health  insurance  program 

Obtaining  employee  and  dependent  health  care  benefit  coverage  during  the  1 8-monfh 
period  following  the  commencement  of  a  business  as  an  employer 

Contributions  made  to  a  school  district  child  development  program  or  a  schooi  district 
student-parent  program  that  has  been  approved  by  the  Department  of  Education 

Providing  a  bone  marrow  donation  program  for  employees  who  are  potential  bone  marrow  donors  or 
who  actually  become  bone  marrow  donors 


Pennsylvania  Investment  in  programs  for  neighborhood  assistance,  job  training,  education,  etc.,  or 

for  contributions  to  a  neighborhood  organization  that  engages  in  such  activities 

Contributions  to  the  Homeowners'  Emergency  Mortgage  Assistance  Fund 


State  Credit 

Pennsylvania  Providing  or  paying  for  day  care  services  for  the  children  of  employees  qualified 

(cont'd)  for  the  targeted  jobs  tax  credit 

Rhode  Island  Donations  made  to  public-supported  improvement  projects  in  a  specified  zone 

Making  qualified  loans  to  qualified  businesses  in  an  enterprise  zone 

Making  quatf ied  loans  for  the  rehabilitation  of  council  certified  industrial  or  commercial  property 
after  the  effective  date  of  designation  of  an  enterprise  zone 

Contributions  to  a  Rhode  Island  institution  for  higher  education  for  scientific  research 
or  education 

Providing  Rhode  Island  worksite-based  adult  basic  education  or  vocational  training 
programs 

Providing  child  day-care  services  to  employees  or  to  the  employees  of  commercial  tenants 

Preservation  of  historic  residences 

South  Carolina  Hiring  minority  subcontractors  for  work  pursuant  to  a  state  contract 

Establishing  a  child  care  program  for  employees 

Investment  in  or  purchase  of  an  interest  in  the  Palmetto  Seed  Capital  Fund  Limited 
Partnership  (Fund) 


Tennessee 


Contributions  for  the  creation,  operation,  maintenance  or  improvement  of  public  schools 
in  Tennessee  enterprise  zones 


Utah 


Contributions  to  nonprofit  rehabilitation  shelter  workshops  for  the  handicapped  operating 
in  Utah 

High  technology  contributions  to  public  education 

Increases  in  the  amount  of  Utah  steam  coal  sold  from  a  permitted  mine  to  a  purchaser 
outside  the  U.S. compared  to  such  an  amount  in  1989 


Vermont 


Charitable  investments  in  affordable  housing 


Virginia 


Investments  made  in  approved  neighborhood  assistance  programs 

Purchases  of  coal  mined  in  Virginia  purchased  by  a  cogenerator  selling  electricity  or 
electricity  to  a  Virginia  public  service  corporation 

Investing  in  low-income  housing  units 


West  Virginia  Providing  electric  or  natural  gas  service  to  qualified  residential  customers  at  special  reduced 

rates 

Providing  telephone  service  to  qualrfed  residential  customers  at  reduced  rates 

Qualified  rehabilitation  expenditures  made  to  certified  historic  structures 

Investment  in  a  certified  West  Virginia  capital  company 


State  Credit 

Wisconsin  Manufacturing  tangible  personal  property  in  Wisconsin 

Farmland  preservation 

Purchases  by  contributors  to  the  Community  Development  Financing  Authority  to  the  Housing  and 
Economic  Development  Authority  of  common  stock  or  partnership  interests  of  the  Community 
Development  Finance  Company 

Rehabilitating  and  Preserving  certified  historic  structures 

Source:    Commerce  Clearing  House.  Inc.  State  Tax  Guide.  Vol.  1,  February  1993,  pp.  1091-1400. 
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Appendix  Table  11-10 
Alternative  Minimum  Tax 


State 


Does  State  Impose 
a  Minimum  Tax? 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 


Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 

Massachusetts 

Michigan       a 

Minnesota 

Mississippi 

Missouri 

Montana 

Nebraska 
Nevada 

New  Hampshire 
New  Jersey 

New  Mexico 
New  York       b 
North  Carolina 
North  Dakota 
Ohio 

Oklahoma 
Oregon 
Pennsylvania 
Rhode  Island 
South  Carolina 
South  Dakota 
Tennessee 
Texas       c 
Utah 
Vermont 
Virginia 

Washington 
West  Virginia 
Wisconsin 
Wyoming 


1 8%  of  the  applicable  alternative  minimum  federal 
$50 


7% 


$250 

$100 
3.3% 


$20 


No 

Yes. 

Yes. 

No 

Yes. 

No 

Yes. 

No 

Yes. 

Yes. 

No 

No 

Yes. 

No 

No 

Yes.  Alternative  minimum  tax  is  equal  to  60%  of  the  m 
Iowa  corporate  income  tax  rate  of  the  taxpayer's  sta 
alternative  minimum  taxable  income  that  is  due. 

No 

No 

No 

Yes.    27%  of  adjusted  federal  minimum  tax 

No 

Yes 

No 

Yes 

No 

No 

Yes 


$456 


5.8%  of  the  Minnesota  alternative  minimum  taxab 


$50  for  C  corporations 

$  1 0  for  S  corporations 
No 

No  corporate  income  tax 
No 
Yes.    $25  for  domestic  and 

$50  for  foreign  corporations 
No 
Yes. 
No 
No 

Yes.    $50 
No 

Yes.    $10 
No 
No 
No 

No  corporate  income  tax 
No 
No 

Yes.  $100 
Yes.  $150 
Ye6.    0.9%  on  gross  receipts.    Only  for 

telecommunications  companies. 
No  corporate  income  tax 
No 
No 
No  corporate  income  tax 


a   Information  pertains  to  the  single  business  tax. 

b   $1500  for  a  taxpayer  with  gross  payroll  of  $6.25  million  or  more,  $425  if  gross 

payroll  is  less  than  $6.25  million  but  more  than  $1  million,  $325  if  gross  payroll  is  not  more 

than  $1  million  but  taxpayer  does  not  fall  into  the  next  category,  and  $800  if  gross  payroll  is 

$1000  or  less  with  total  receipts  within  and  without  this  state  of  $1000  or  less  and  where  the 

average  value  of  the  gross  assets  is  $  1 000  or  less. 

c   Information  pertains  to  the  franchise  tax. 


Source:    Raabe.  William  A.  and  Karen  J.  Boucher, 
volume  1,  pp.  41-44. 
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Appendix  Table  11-1 1 

Net  Operating  Lotc  Deduction 


State 


Period  of  Carryback 
and  Carryforward 


Alabama 

Alaska 

Arizona 

Arkansas 

California 

Colorado 

Connecticut 

Delaware 

District  of  Columbia 

Florida 

Georgia 

Hawaii 

Idaho 

Illinois 

Indiana 

Iowa 

Kansas 

Kentucky 

Louisiana 

Maine 

Maryland 
Massachusetts 
Michigan         a 
Minnesota 
Mississippi 


Missouri 
Montana 
Nebraska 
Nevada 

New  Hampshire 
New  Jersey 
New  Mexico 
New  York 


North  Carolina 

North  Dakota 

Ohio 

Oklahoma 

Oregon 

Pennsylvania 

Rhode  Island 

South  Carolina 

South  Dakota 

Tennessee 

Texas       b 

Utah 

Vermont 

Virginia 

Washington 

West  Virginia 

Wisconsin 

Wyoming 


0  back. 

1 5  forward 

3  back. 

15  forward 

0  back. 

5  forward 

0  back. 

5  forward 

0  back, 

1  5  forward 

(limited  to  50%  of  net  operating  loss) 

0  back. 

1 5  forward 

0  back. 

5  forward 

3  back  (limited  to  $30,000) 

1 5  forward 

3  back, 

1 5  forward 

0  back. 

1  5  forward 

3  back. 

1 5  forward 

3  back, 

1 5  forward 

3  back  (limited  to  $30,000) 

1 5  forward 

3  back, 

1 5  forward 

3  back. 

1 5  forward 

3  back. 

1 5  forward 

0  back. 

10  forward 

3  back. 

1 5  forward 

3  back. 

1 5  forward 

3  back  (except  1  989  through 

1 992  losses) 

3  back. 

15  forward 

0  back, 

5  forward 

0  back. 

10  forward 

0  back. 

1  5  forward 

1  back  (years  ending  after  1991) 

151 

orward  (losses  in  years 

ending  after  1991) 

3  back. 

1 5  forward 

3  back. 

7  forward 

0  back. 

5  forward 

No  corporate  income  tax 

3  back. 

5  forward 

0  back. 

7  forward 

0  back. 

5  forward 

0  back  (except  first 

$10,000  of  loss) 

1 5  forward 

0  back, 

5  forward 

3  back, 

1 5  forward 

0  back. 

1 5  forward 

3  back, 

1 5  forward 

0  back, 

1 5  forward 

NOL  not  allowed 

0  back, 

5  forward 

0  back, 

1 5  forward 

No  corporate  income  tax 

0  back. 

1 5  forward 

0  back, 

5  forward 

3  back. 

1 5  forward 

3  back. 

1 5  forward 

3  back. 

1  5  forward 

No  corporate  income  tax 

3  back. 

1 5  forward 

0  back, 

1 5  forward 

No  corporate  income  tax 

a   Information  pertains  to  the  single  business  tax. 
b  Information  pertains  to  the  franchise  tax. 


Source:    Commerce  Clearing  House,  Inc.  State  Tax  Guide.  Vol.1, 
February  1993.  pp.  1053-1 054. 


APPENDIX  III 
COMBINED  VS.  CONSOLIDATED  ACCOUNTING 


Combined  vs.  Consolidated  Accounting 

Corporations  that  operate  in  more  than  one  state  must  apportion  their 
total  net  income  to  Massachusetts  on  the  basis  of  the  state  apportionment 
formula.  In  1988,  new  rules  under  Chapter  202  of  the  Acts  of  1988  changed  the 
way  some  corporate  group  filers  apportioned  their  income.  The  new  rules 
required  affiliated  groups  to  first  apportion  the  income  of  each  member  of  the 
group  before  combining  income  for  the  entire  group.  This  eliminated  the 
apportionment  practice  known  as  consolidated  filing.  Corporate  groups  using 
the  consolidated  method  initially  combined  the  income  of  their  members  and 
then  apportioned  the  results. 

The  apportionment  practice  chosen  by  group  filers  for  tax  filing  depends 
upon  financial  conditions  of  the  members: 

•In  Appendix  1 1 1  —  1  example  1,  the  parent  company  in  Group  XY  suffered  a 
loss,  whereas  the  subsidiary  had  positive  net  income.  Prior  to  1988,  Group  XY 
would  have  preferred  consolidated  filing  rather  than  combined  or  single 
filing.  Consolidated  filing  would  have  enabled  the  group  completely  to  offset 
its  positive  income  from  Massachusetts  activities  with  the  losses  incurred 
outside  of  the  state,  thus  eliminating  its  corporate  income  tax  liability. 
Since  1988,  Group  XY  would  have  chosen  combined  over  single  entity  filing. 
The  tax  liability  would  be  lower  with  the  former  choice,  as  the  apportioned 
losses  somewhat  offset  the  Massachusetts  taxable  income. 

•In  example  2,  the  parent  company  in  Group  XY  had  positive  net  income, 
where  the  subsidiary  suffered  a  loss.  Regardless  of  the  year,  Group  XY  would 
have  preferred  combined  rather  than  consolidated  or  single  entity  filing. 
Combined  filing  enables  the  group  completely  to  offset  its  apportioned 
positive  income  with  the  losses  incurred  within  the  state,  thus  eliminating 
its  corporate  income  tax  liability. 

•In  example  3,  the  parent  and  subsidiary  both  had  positive  net  incomes. 
Regardless  of  the  year,  Group  XY  would  have  preferred  either  combined  or 
single  entity  over  consolidated  filing.  Either  choice  results  in  the  same 
corporate  income  tax  liability,  since  the  parent  and  subsidiary  both  had 
positive  Massachusetts  taxable  income.  This  liability  is  lower  than  the 
liability  that  would  have  resulted  under  consolidated  filing. 


Appendix  Table  111-1 


Group  XY 

Taxable  Income  and  Tax  Liability 

Combined  v.  Consolidated  Accounting 
Example  1 


Filing  Method 


(1) 

Income  Subject 
to  Apportionment 


(2)  (3)  (4) 

Apportionment      Massachusetts  Income    Income  Excise 
Percentage  (1)X(2)  (3)  X  9.5% 


Combined 

Parent 

(1,000,000) 

10% 

(100,000) 

Subsidi 

ary 

400,000 

100% 

400,000 

Total 

n.a. 

n.a. 

300,000 

28,500 

Consolidated 

Parent 

(1,000,000) 

n.a. 

n.a. 

Subsidi 

ary 

400,000 

n.a. 

n.a. 

Total 

(600,000) 

55% 

(330,000) 

0 

Single  Entity 

Parent 

(1,000,000) 

10% 

(100,000) 

0 

Subsidi 

ary 

400,000 

100% 

400,000 

38,000 

Total 

n.a. 

n.a. 

n.a. 

38,000 

Combined  v.  Consolidated  Accounting 
Example  2 


Filing  Method 


(1) 

Income  Subject 
to  Apportionment 


(2)  (3)  (4) 

Apportionment      Massachusetts  Income    Income  Excise 
Percentage  (1)X(2)  (3)  X  9.5% 


Combined 

Parent 

Subsidiary 

Total 

Consolidated 

Parent 

Subsidiary 

Total 

Single  Entity 

Parent 

Subsidiary 

Total 


1,000,000 

10% 

100,000 

(400,000) 

100% 

(400,000) 

n.a. 

n.a. 

(300,000) 

0 

1,000,000 

n.a. 

n.a. 

(400,000) 

n.a. 

n.a. 

600,000 

55% 

330,000 

31,350 

1,000,000 

10% 

100,000 

9,500 

(400,000) 

100% 

(400,000) 

0 

n.a. 

n.a. 

n.a. 

9,500 

Combined  v.  Consolidated  Accounting 
Example  3 


Filing  Method 


(1)  (2)  (3)  (4) 

Income  Subject  Apportionment      Massachusetts  Income     Income  Excise 

to  Apportionment  Percentage  (1)X(2)  (3)  X  9.5% 


Combined 

Parent 

Subsidiary 

Total 

Consolidated 

Parent 

Subsidiary 

Total 

Single  Entity 

Parent 

Subsidiary 

Total 


1,000,000 

10% 

400,000 

100% 

n.a. 

n.a. 

1,000,000 

n.a. 

400,000 

n.a. 

1,400,000 

55% 

1,000,000 

10% 

400,000 

100% 

n.a. 

n.a. 

100,000 
400,000 
500,000 


n.a. 

n.a. 

770,000 


100,000 

400,000 

n.a. 


47.500 


73,150 


9,500 
38,000 
47,500 


Note:    n.a.  denotes  not  applicable. 

Source:    Massachusetts  Department  of  Revenue,  Massachusetts  Economic  Indicators,  vol.  5, 
November  1990,  pp.  96-98;  and  author's  calculations. 
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Appendix  Table  IV-10 


Characteristics  of  Corporations  in  1986 

Corporation  Excise  Tax,  by  Industry, 
1990  Sample 

Corporation  Excise  Tax,  by  Size  of  Gross 
Receipts,  1990  Sample 

Percent  of  Filers  by  Industry,  1986-90 
Sample 

Taxpayers  Claiming  Tax  Credits,  by 
Filing  Status,  1990  Sample 

Investment  Tax  Credit,  by  Industry,  1990 
Sample 

Investment  Tax  Credit,  by  Size  of  Gross 
Receipts,  1990  Sample 

Number  of  Taxpayers  by  Filing  Status, 
1986  and  1990 

Number  of  Taxpayers  by  Filing  Status, 
1986  and  1990 

Breakdown  of  Single  Entity  Filers  Paying 
the  Minimum  Excise  in  1990 

Number  of  Taxpayers  by  Filing  Status, 

1986  and  1990 

Breakdown  of  Single  Entity  Filers  Paying 

More  than  the  Minimum  Excise  in 

1990 


Sources  of  Data  and  Some  Characteristics  of  the  Sample 


A.  1986  Corporation  Excise  Data 

The  1986  corporation  excise  tax  data  were  taken  from  a  pre-existing  data 
base  constructed  by  the  Department  of  Revenue.  The  data  for  the  sample  and 
estimates  for  the  full  universe  of  corporate  taxpayers  are  described  in 
Massachusetts  Economic  Indicators.  Quarterly  Research  Edition,  November  1990. 

As  indicated  in  that  publication,  39,965  returns  were  drawn  from  the 
universe  of  105,011  corporate  filers,  including  102,777  single  entity  filers 
and  2,234  group  filers.  All  taxpayers  in  the  following  categories  were 
included  in  the  sample:  largest  100  Massachusetts  employers;  taxpayers  with 
an  income  excise  in  excess  of  $10,000;  taxpayers  with  an  income  excise  below 
$10,000  but  gross  receipts  above  $100  million,  federal  taxable  income  below  - 
$2.5  million,  or  a  non-income  excise  above  $25,000.  The  1986  sample  also 
included  all  1,076  groups  for  which  complete  data  on  subsidiaries  were 
available.  The  remaining  taxpayers  were  sampled  at  rates  between  1  in  4  and  1 
in  2,  depending  on  the  industry. 


B.  Matched  1986-1990  Corporation  Excise  Data 

In  response  to  a  request  by  the  Massachusetts  Special  Commission  on 
Business  Tax  Policy,  the  Department  of  Revenue  performed  a  computerized  search 
for  taxpayer  identification  numbers  among  1990  filers  that  were  included  in 
the  1986  sample.  The  Department  then  searched  for  returns  of  a  small  set  of 
remaining  prominent  corporations  that  might  have  filed  since  the  November  1992 
cutoff  date  used  in  the  automated  search.  In  total,  26,011  1990  returns  were 
located  using  these  procedures.  The  matched  1986-1990  corporation  excise 
sample  was  created  by  combining  these  returns  with  the  returns  of  the  same 
corporations  in  1986. 

The  matched  1986-1990  sample  is  very  large.  It  includes  almost  one- 
quarter  of  all  corporate  taxpayers.  The  sample  taxpayers  accounted  for  $389.6 
million  in  revenues  for  1986,  over  half  the  total  liabilities  under  the 
corporation  excise  ($679.7  million).1  In  1990,  the  sample  taxpayers  paid 
$349.0  million,  compared  to  FY  1991  corporate  excise  collections  of  $612.2 
million  (Chart  2b  of  the  study).2 


1A11  revenue  figures  for  1986  are  taken  from  Massachusetts  Economic 
Indicators.  November  1990. 

The  Department  of  Revenue  has  not  yet  estimated  total  corporate  tax 
liabilities  for  tax  year  1990. 


The  coverage  of  large  corporations  also  is  extensive.  In  1990,  the 
sample  includes  861  taxpayers  with  gross  receipts  in  excess  of  $100  million. 
This  compares  with  a  total  of  986  such  taxpayers  in  the  corporate  universe  for 
1986. 3 

These  sample  sizes  and  sampling  rates  not  only  compare  favorably  with 
but  exceed  those  used  for  studying  the  federal  corporate  income  tax.  For 
example,  the  federal  government's  statistics  on  corporate  income  and  taxes  are 
based  on  85,000  corporations  out  of  a  total  corporate  population  of  3.9 
million;  this  is  a  sampling  rate  of  about  2  percent.  With  respect  to  studies 
of  effective  tax  rates  focussing  only  on  large  corporations:  the  Joint 
Committee  on  Taxation  and  the  General  Accounting  Office  examined  about  220 
taxpayers,  the  Citizens  for  Tax  Justice  about  250  taxpayers,  and  Tax  Analysts 
almost  600  taxpayers.  These  studies  were  used  to  garner  support  for  and  to 
evaluate  the  federal  Tax  Reform  Act  of  1986. 


As  indicated,  the  matched  1986-90  sample  includes  65.3  percent  of  the 
taxpayers  from  the  1986  sample.  The  survivorship  rate  for  large  corporations 
is  higher  than  for  the  sample  as  a  whole  (except  for  those  corporations  with 
negative  federal  net  income  in  1986) :4 


Status  in  1986 

Included  in  1990 
Sample 

Missing  from  1990 
Sample 

Percent  Included 
in  1990  Sample 

Largest  100 
employers  in 
Massachusetts 

81 

19 

81.0 

Income  excise 
greater  than 
$10,000 

4,083 

1,134 

78.3           I 

Income  excise 
less  than  $10,000 
and  gross 
receipts  greater 
than  $100  million 

351 

132 

72.7 

3The  comparable  figure  for  1990  is  not  yet  available. 

4Note  that  some  of  these  categories  of  large  corporations  are 
overlapping.  For  example,  the  largest  employers  could  have  had  a  high  non- 
income  excise  or  high  losses  for  federal  tax  purposes. 


Income  excise 
less  than  $10,000 
and  federal  net 
income  less  than 
-$2.5  million 

395 

222 

64.0           1 

Income  excise 
less  than  $10,000 
and  non-income 
excise  greater 
than  $25,000 

114 

21 

84.4 

The  1986  sample  covered  all  corporate  groups 
base  reflected  complete  information  on  subsidiarie 
included  without  regard  to  how  much  tax  they  paid, 
be  reflected  in  the  above  table,  as  they  could  be 
and  so  forth.  The  1986  sample  includes  data  for  1 
of  2,234  group  filers  in  1986.  801  of  these  group 
data,  for  an  above-average  survivorship  rate  of  74 
total  of  1,990  taxpayers  had  filed  as  groups  as  of 
created,  so  the  sample  includes  40  percent  of  avai 


where  the  computerized  data 
s.  That  is,  groups  were 

Some  of  these  groups  may 
among  the  largest  employers 
,076  groups,  out  of  a  total 
s  are  included  in  the  1990 
.4  percent.  In  1990,  a 

the  time  the  sample  was 
1  able  group  filers. 


Several  reasons  can  account  for  why  a  taxpayer — large  or  otherwise — was 
in  the  1986  sample  but  not  in  the  matched  1986-90  sample: 

(1)   Bankruptcy  of  the  taxpayer. 


(2) 
(3) 

(4) 


(5) 


(6) 


Loss  of  nexus.  For  example,  if  an  out-of-state  corporation  shut 
down  its  Massachusetts  plant  or  sales  office. 

Merger.  For  example,  if  one  corporate  taxpayer  was  merged  into 
another  corporate  taxpayer,  only  one  1990  return  would  be  filed 
compared  to  two  returns  in  1986. 

Late  return.  If  data  from  the  return  were  not  entered  by  November 
1992,  the  taxpayer  was  not  included  in  the  sample  (except  for  nine 
among  the  250  largest  taxpayers  in  1986  that  were  added  to  the 
sample  even  though  they  filed  after  November  1992;  another  six  of 
the  "Commonwealth  250"  for  1986  had  not  filed  a  1990  return  as  of 
February  1993,  and  may  or  may  not  have  been  liable  for  tax). 

Improper  federal  identification  number,  either  in  the  1986  or  the 
1990  data  set. 


Missing  federal  identification  number  in  1986,  due  to  the  fact 
was  not  required  in  that  year.  Some  federal  identification 
numbers  were  recovered  from  another  data  set. 


it 


Corporations  covered  by  reasons  #(1)  and  #(2)  no  longer  did  business  in 
Massachusetts  in  1990.  They  truly  were  gone,  not  just  missing  from  the 
sample. 

Data  for  corporations  covered  by  reason  #(3)  would  still  be  reflected  in 
the  sample  if  the  surviving  company  was  part  of  the  1986  sample  (and  not 
missing  as  a  result  of  reasons  #(4)-(6)).  For  example,  if  a  corporation  was 
merged  into  a  large  corporation  paying  taxes  in  Massachusetts,  it  is  still 
represented  in  1990. 

Reason  #(4),  late  filers,  indicates  why  it  is  difficult  to  construct  a 
valid  random  sample  or  a  100  percent  sample  so  soon  after  the  close  of  a  tax 
year.  Realistically,  a  tradeoff  exists  between  how  current  the  data  are, 
versus  how  complete  they  are.  The  federal  government  has  about  a  three  year 
delay  in  releasing  its  detailed  corporate  tax  statistics. 

Reason  #(5)  refers  to  inevitable  human  error. 

Reason  #(6)  refers  to  a  statistical  problem.  2.7  percent  of  the 
taxpayers  in  the  1986  sample  are  missing  from  the  matched  sample  because 
lacked  a  taxpayer  identification  number;  they  accounted  for  only  0.5  percent 
of  total  gross  receipts  and  only  0.7  percent  of  total  excise  due.  The  fact 
that  this  explanation  is  relatively  insignificant  indicates  that  the  other 
reasons  account  for  the  bulk  of  the  missing  corporations. 


C.  1986  and  1990  Data  on  Public  Service  Corporations 

The  Massachusetts  Economic  Indicators  for  1986  did  not  include  public 
service  corporations.  In  response  to  a  request  by  the  Massachusetts  Special 
Commission  on  Business  Tax  Policy,  gathered  information  for  79  public  services 
corporations  filing  tax  returns  in  1990  and  1986. 

D.  Comments  on  the  Accuracy/Completeness  of  the  Data 

Before  the  tax  return  data  are  used  for  statistical  purposes,  they  are 
cleaned  in  an  attempt  to  eliminate  errors.  The  procedures  for  cleaning  the 
data  are  described  in  Appendix  D  of  Massachusetts  Economic  Indicators. 

The  data  from  the  1990  returns  had  to  be  cleaned  specifically  for  use  in 
this  study.  In  this  regard,  the  Department  started  by  applying  the  procedures 
developed  in  connection  with  the  1986  sample  but  went  on  to  make  further 
refinements  and  improvements.  For  example,  the  federal  Business  Master  File 
and  Business  Returns  Tax  File  were  an  additional  source  of  information  not 
available  in  1986. 

In  its  cleaning  of  the  data,  the  Department  of  Revenue  started  with 
computerized  information  available  as  a  result  of  routine  processing  of  tax 


returns.  The  routine  processing  corrects  some  arithmetic  errors. 

No  cleaning  process  results  in  flawless  data.  For  one  thing,  judgments 
must  be  made  about  which  items  from  the  tax  returns  are  deemed  correct,  and 
which  are  subject  to  change.  For  example,  Massachusetts  income  may  be  derived 
from  the  "top  down"-- -that  is,  starting  with  federal  tax  concepts,  or  from  the 
"bottom  up"— that  is,  starting  with  the  Massachusetts  excise.  The  Department 
of  Revenue  must  decide  which  set  of  numbers  must  be  corrected  if  the  two 
procedures  produce  conflicting  results.  Yet  the  imposition  of  consistency 
does  not  mean  that  the  results  are  necessarily  accurate.  A  related  problem  is 
that  taxpayers  may  simply  be  wrong  in  their  interpretation  of  the  tax  rules. 
For  example,  they  may  not  calculate  the  limitation  on  credits  correctly.  Such 
mistakes  typically  are  picked  up  during  the  audit  process — yet  the  data 
available  for  statistical  purposes  are  pre-audit.  In  cases  of  mistakes,  the 
Department  had  to  decide  which  apparent  mistakes  to  correct  (and  how  these 
corrections  affected  other  line  items). 

The  fact  that  the  cleaning  process  had  to  be  completed  within  tight 
deadlines  further  complicated  the  work  of  the  Department  of  Revenue.  In  some 
important  cases,  the  Department  of  Revenue  tracked  down  the  original  tax 
returns  in  order  clean  the  computerized  data.  These  efforts  are  time 
consuming,  as  returns  must  be  recovered  from  clerks  or  auditors,  and  therefore 
much  of  the  cleaning  had  to  be  performed  without  the  benefit  of  examining 
the  tax  returns. 

Some  computerized  records  suffer  from  missing  information.  This  usually 
can  be  attributed  to  one  of  two  causes.  First  the  information  is  available  on 
the  return  but  not  data  because  it  was  filed  in  a  nonstandard  format  and  is 
rejected  by  keypunchers.  Second,  the  information  is  not  available  on  the 
return  because  the  taxpayer  did  not  report  it  and  the  unreported  information 
was  not  required  for  standard  line  item  verification  or  refund  or  payment 
processing.  The  problem  of  missing  information  mostly  affects  policy 
analysis,  not  the  administration  of  the  tax  system.  For  example,  if  the 
information  is  on  the  tax  returns,  but  no  data  entered  for  some  reason, 
auditors  still  have  access  to  it. 

Finally,  the  tax  data  in  this  report  are  generally  pre-audit.  The  only 
exception  would  be  if  an  audit  resulted  in  the  filing  of  an  amended  tax  return 
prior  to  the  date  for  selecting  tax  returns  for  inclusion  in  the  sample. 

E.  Federal  Tax  Information 

For  1986,  the  Department  of  Revenue  had  access  to  the  federal  corporate 
income  tax  records  included  in  the  Statistics  of  Income  (SOI).  This 
stratified  random  sample  taxpayers  includes  1,368  Massachusetts  taxpayers. 
The  federal  government  is  not  making  available  the  1990  SOI  to  states,  because 
of  a  concern  about  violations  of  restrictions  on  confidentiality. 

For  the  period  1987  to  1990,  the  Department  had  a  more  limited  set  of 
federal  tax  return  variables  for  corporations  based  in  Massachusetts.  This 
data  set,  the  Business  Master  File  and  Business  Returns  Tax  File,  included 
15,694  corporations  from  the  state  tax  sample.  However,  the  coverage  in  1990 


was  less  complete  than  in  previous  years,  and  information  on  tax  payments  was 
missing  for  some  the  corporations. 


F.  Information  from  Standard  and  Poor's  Compustat  Services 

The  Compustat  data  base  includes  financial  data  for  7,477  large 
corporations,  based  on  their  accounting  statements.  It  includes  549 
corporations  in  1986  and  517  corporations  in  1990  that  are  part  of  the 
Massachusetts  corporations  excise  tax  sample.  Nineteen  others  are  in  the 
public  services  sample. 

6.  Information  from  the  Massachusetts  Department  of  Public  Utilities 

For  some  regulated  public  service  companies  not  represented  in  the 
Compustat  data  base,  the  Commission  staff  located  accounting  records  at  the 
Massachusetts  Department  of  Public  Utilities. 
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APPENDIX  V 
CONFIDENTIALITY  RESTRICTIONS 


Confidentiality  Restrictions 

The  disclosure  of  tax  information  is  governed  by  Massachusetts  G.L. 
c.62C,  section  21.  This  provision:  "prohibits  the  disclosure  by  any  employee 
of  the  Commonwealth  to  any  person,  but  the  taxpayer  or  his  representative,  of 
any  return  or  document  filed  with  the  Department,  other  than  the  name  and 
address  of  the  person  filing  it,  except  in  proceedings  to  determine  or  collect 
the  tax  or  for  the  purpose  of  criminal  prosecution."   The  exceptions  to  the 
general  rule  allow,  however,  for  the  publication  of  statistics  "so  classified 
as  to  prevent  the  identification  of  particular  returns  or  reports  and  the 
items  thereof."2  Violation  of  the  law  is  punishable  by  a  fine  and/or 
imprisonment. 

In  accordance  with  the  law,  researchers  for  the  Massachusetts  Special 
Commission  on  Business  Tax  Policy  were  not  allowed  to  see  tax  returns  or  to 
obtain  any  listing  of  business  taxpayers.  The  researchers  made  requests  to 
the  Department  of  Revenue  for  tax  information,  and  the  information  was 
provided  in  a  form  that  prevented  the  identification  of  taxpayers. 

After  examining  Internal  Revenue  Service  practices  related  to 
confidentiality,  Commission  researchers  and  Department  of  Revenue  employees 
interpreted  the  restrictions  in  the  following  manner.  Tax  information  was 
presented  in  a  way  so  as  to  prevent  (i)  Commission  researchers  or  any  non- 
employee  of  the  Department  of  Revenue  from  identifying  taxpayers  and  (ii)  any 
taxpayer  from  identifying  itself. 

In  keeping  with  these  guidelines,  the  Commission  researchers  and  the 
Department  of  Revenue  agreed  to  specific  rules  for  disclosure  of  information. 
The  Department  of  Revenue  complied  with  every  request  made  within  the  bounds 
of  these  rules. 


Specific  Rules  Regarding  Disclosure  of  Information 

The  Department  of  Revenue  did  not  release  the  mean  value  of  any  variable 
or  the  number  of  observations  unless  the  sample  size  was  3  or  greater.  A  more 
restrictive  rule  applied  to  "truncated  variables."  A  truncated  variable  is 
limited  to  the  negative,  non-positive,  non-negative,  or  positive  values  of 
another  variable.  The  mean  and  number  of  observations  for  a  truncated 
variable  were  reported  only  if  the  minimum  number  of  observations  was  twenty 
or  greater. 


Letter  from  Mitchell  Adams,  Commissioner  of  Revenue  to  Massachusetts 
Special  Commission  on  Business  Tax  Policy  (undated). 

2  Ibid. 


Separate  rules  were  developed  for  reporting  percentile  values.  A 
percentile  for  any  variable  corresponds  to  data  for  a  particular  taxpayer. 
For  example,  the  median  excise  would  be  the  excise  paid  by  the  corporation 
that  ranked  exactly  in  the  middle  of  the  sample.  The  rules  distinguished 
between  "line  items"  and  "calculated  ratios."  Line  items  are  taken  directly 
from  tax  returns.  By  contrast,  calculated  ratios  are  the  result  of  dividing 
one  line  item  by  another.  The  process  of  calculating  a  ratio  disguises  the 
underlying  line  items.  For  example,  a  10  percent  effective  tax  rate  could 
result  from  $5000  of  excise  on  $50,000  of  income,  $50,000  of  excise  on 
$500,000  of  income,  or  an  infinite  number  of  similar  choices.  Therefore  the 
rules  for  disclosing  calculated  ratios  were  more  liberal  than  the  rules  for 
disclosing  line  items. 

For  calculated  ratios,  the  Department  of  Revenue  reported  the  1st,  5th, 
10th,  25th,  50th,  75th,  90th,  95th,  and  99th  percentiles  if  the  sample  size 
was  at  least  20.  This  assured  that  each  reported  percentile  was  taken  from 
the  return  of  a  different  taxpayer.  For  line  items,  only  "constructed 
percentiles"  were  reported.  The  constructed  10th  percentile  was  the  mean  of 
the  line  items  for  corporations  falling  at  the  5th,  10th,  and  15th 
percentiles.  The  constructed  25th  percentile  was  the  mean  of  the  line  items 
for  corporations  falling  at  the  20th,  25th,  and  30th  percentiles.  The 
Department  of  Revenue  reported  the  10th,  25th,  50th,  75th,  and  90th 
constructed  percentiles  for  line  items  if  the  sample  size  was  at  least  20. 
The  1st,  5th,  95th,  and  99th  constructed  percentiles  were  not  calculated. 
These  rules  assured  that  the  constructed  percentiles  were  equal  to  the  mean  of 
values  for  three  different  taxpayers. 


APPENDIX  VI 
EFFECTIVE  TAX  RATES  BASED  ON  ADJUSTED  FEDERAL  NET  INCOME  AFTER  APPORTIONMENT 
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Appendix  Table  VI-7 

Income  Excise,  Non-Income  Excise,  and  Tax  Credits  Relative  to  Total  Excise,  by  Industry: 
Matched  Single  Entity  Filers,  Excluding  S  and  Securities  Corporations,  Paying  More  than 
the  Minimum  Excise,  1986-1990  Sample 

Taxpayer  Averages 


Industry  and  Year 


Percent  of  Total  Excise 


Income  Excise 


Non-Income  Excise 


Credits' 


Number  of 
Taxpayers 


Agriculture,  Forestry, 
and  Fishing 
1986 
1990 

86.7 
78.2 

Mining 
1986 
1990 

82.4 
56.6 

Construction 
1986 
1990 

84.5 
63.4 

Manufacturing 
1986 
1990 

72.7 

65.3 

Transportation  and 
Communication 
1986 
1990 

79.4 
67.0 

Wholesale  Trade 
1986 
1990 

72.1 
58.1 

Retail  Trade 
1986 
1990 

73.4 
55.9 

Finance,  Insurance  and 
Real  Estate 
1986 
1990 

81.2 
68.0 

Services 
1986 
1990 

80.4 
76.1 

Unclassified 
1986 
1990 

79.2 

64.5 

18.6 
26.9 


23.8 
51.9 


16.1 
36.5 


47.2 
48.6 


20.6 
32.4 


29.0 
42.5 


26.7 
44.1 


18.9 
31.1 


21.3 

26.1 


21.6 
35.4 


-5.3 
-5.1 

49 
57 

-6.2 
-8.5 

18 
21 

-.6 
.1 

769 
764 

19.9 
13.9 

1,551 
1,563 

0.0 
.6 

168 
1,000 

-1.1 
-.6 

1,020 
168 

-.1 
0.0 

1,590 
1,584 

-.1 
.9 

596 
614 

-1.7 
-2.2 

1,107 
1,116 

-.8 

.1 

46 
33 

Total 


1986 
1990 


76.4 
64.0 


28.7 
39.6 


-5.1 
-3.6 


6,914 
6,914 


Net  of  limitation  on  credits,  investment  tax  credit  recapture,  and  statistical 
discrepancies. 


Appendix  Table  VI-8 

Income  Excise,  Non-Income  Excise,  and  Tax  Credits  Relative  to  Total  Excise  by  Size  of 
Gross  Receipts:  Matched  Single  Entity  Filers,  Excluding  S  and  Securities  Corporations, 
Paying  More  than  the  Minimum  Excise,  1986-1990  Sample 

Taxpayer  Averages 


Gross  Receipts  and  Year 


Percent  of  Total  Excise 


Income  Excise 


Non-Income  Excise 


Credits' 


Number  of 
Taxpayers 


$1  under  $10,000 
1986 
1990 

$10,000  under  $100,000 
1986 
1990 


$100  mill  ion  and  over 
1986 
1990 

Unreported  or  zero 
1986 
1990 


73.6 
47.7 


77.8 
71.7 


$100,000  under  $1  million 

1986  80.1 

1990  71.0 

$1  million  under  $10  million 

1986  75.2 

1990  58.9 

$10  million  under  $100  million 

1986  71.8 

1990  63.1 


70.7 
62.4 


75.9 
64.6 


26.3 
51.3 


25.4 
28.0 


22.4 
29.5 


32.4 
45.8 


35.6 
47.8 


33.9 
41.0 


25.8 
35.8 


0.1 
1.0 

12 
29 

-3.2 
0.3 

158 
189 

-2.5 
-0.5 

2,295 
2,119 

-7.6 
-4.7 

2,727 
2,843 

-7.4 
10.9 

725 
789 

-4.6 
-3.4 

365 
428 

-1.7 
-0.4 

632 
514 

Total 


1986 
1990 


76.4 
64.0 


28.7 
39.6 


-5.1 
-3.6 


6,914 
6,914 


Net  of  limitations  on  credits,  investment  tax  credit  recapture,  and  statistical 
discrepancies. 
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Appendix  Table  VI -11 

Corporation  Excise  as  a  Percent  of  Adjusted  Federal  Net  Income  after  Apportionment  for  Detailed  Industries: 

Excluding  S  and  Securities  Corporations,  Paying  More  than  the  Minimum  Excise,  1990  Sample 


Single  Entity  Filers, 


Business 
Activity 
Code 


Industry 


25th 


Percenti le 


Median  ■ 
50th 


75th 


04 
06 


10 
13 
14 


15 
16 
17 


20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

30 
31 
32 
33 
34 
35 
36 
37 
38 

n.a. 


40 
41 
42 
44 
45 
47 
48 
49 


Agriculture.  Forestry,  and  Fishing 

Agricultural  production  -  livestock  and  animal  specialties 

Forestry 

Mining 

Metal  mining 

Oil  and  gas  extraction 

Nonmetallic  mineral  (except  fuels)  mining 

Construction 

General  building  contractors  and  operative  builders 

Heavy  construction 

Special  trade  contractors 

Manufacturing 

Food  and  kindred  products 

Tobacco 

Textile  mill  products 

Apparel  and  other  textile  products 

Lumber  and  wood  products,  except  furniture 

Furniture  and  fixtures 

Paper  and  allied  products 

Printing,  publishing  and  allied  industries 

Chemicals  and  allied  products 

Petroleum  refining  and  related  industries  (including  those  integrated 

with  extraction) 
Rubber  and  miscellaneous  plastics  products 
Leather  and  leather  products 
Stone,  clay,  glass,  and  concrete  products 
Primary  metal  industries 

Fabricated  metal  products  (except  machinery  and  transportation  equipment 
Machinery  (except  electrical) 

Electrical  and  electronic  machinery,  equipment,  and  supplies 
Transportation 
Measuring  and  controlling  instruments;  photographic  and  medical  goods, 

watches,  and  clocks 
Mi  seel laneous 

Transportation.  Communication.  Electric.  Gas,  and  Sanitary 

Transportation 

Local  and  interurban  passenger  transit 

Trucking  and  warehousing 

Water  transportation 

Transportation  by  air 

Other  transportation  services 

Communication 

Electric,  gas,  and  sanitary  services 

Wholesale  Trade 


50 

Durable 

51 

Nondurable 

Retail  Trade 

52 
53 
54 
55 
56 
57 
58 
59 


Building  materials,  hardware,  garden  supply  and  mobile  home 

General  merchandise  stores 

Other  food  stores 

Automotive  dealers  and  service  stations 

Apparel  and  accessory  stores 

Furniture  and  home  furnishings  stores 

Eating  and  drinking  places 

Miscellaneous  retail  stores 


n.a. 

n.a. 

n.a.' 

5 

n.a. 

n.a. 

n.a.' 

4 

n.a. 

n.a.' 

n.a. 

4 

n.a. 

n.a. 

n.a.' 

3 

n.a. 

n.a. 

n.a. 

13 

9.8 

10.4 

11.8 

406 

9.8 

10.4 

11.6 

70 

9.8 

10.5 

12.3 

430 

9.7 

10.2 

11.5 

103 

n.a. 

n.a. 

n.a. 

6 

10.0 

11.1 

13.8 

39 

9.9 

11.3 

14.4 

56 

10.4 

11.4 

13.9 

35 

n.a. 

n.a. 

n.a. 

25 

10.0 

10.5 

11.6 

63 

9.6 

10.0 

11.0 

183 

9.7 

10.0 

11.2 

108 

n.a. 

n.a. 

n.a. 

9 

9.8 

10.0 

11.7 

80 

9.8 

11.0 

15.1 

34 

9.7 

10.2 

12.7 

50 

9.6 

10.2 

11.8 

40 

)9.7 

10.2 

11.7 

323 

9.7 

10.3 

11.7 

139 

9.7 

10.3 

11.5 

256 

n.a. 

n.a.' 

n.a. 

23 

9.8 

10.3 

12.1 

116 

9.7 

10.4 

11.8 

127 

n.a. 

n.a. 

n.a. 

13 

n.a. 

n.a.' 

n.a. 

11 

9.7 

10.2 

11.5 

82 

n.a. 

n.a." 

n.a. 

7 

n.a.' 

n.a.' 

n.a. 

5 

9.8 

10.2 

11.4 

50 

n.a.' 

n.a.' 

n.a. 

26 

n.a.' 

n.a.' 

n.a.' 

8 

10.2 

11.4 

14.4 

734 

10.0 

10.9 

13.5 

410 

10.4 

11.8 

15.3 

254 

10.4 

11.2 

13.2 

53 

9.9 

10.8 

11.8 

95 

10.1 

11.1 

15.5 

286 

10.1 

11.6 

14.0 

172 

10.8 

13.1 

18.8 

84 

9.7 

10.1 

10.7 

273 

10.3 

11.3 

13.6 

622 

Appendix  Table  VI  - 11  (cont'd) 


Business  Percent i  le 

Activity  Median  =                Number  of 

Code       Industry  25  th  50th  75  th        Taxpayers 

Finance,  Insurance,  and  Real  Estate 

60  Banking                                                  n.a."  n.a.'  n.a.*  20 

61  Credit  agencies  other  than  banks  10.2  11.3  12.9  55 

62  Security,  commodity  brokers,  dealers,  exchanges,  and  services  10.2  11.1  12.2  43 

63  Insurance                                                n.a."  n.a.*  n.a.*  6 

64  Insurance  agents,  brokers,  and  services                          9.6  10.3  12.0  190 

65  Real  estate  9.5  10.1  11.5  380 
67         Holding  and  other  investment  companies  11.4  13.0  16.1  79 

Services 

70         Hotels  and  other  lodging  places                                9.7  10.0  10.5  27 

72  Personal  services                                             9.7  10.3  11.6  48 

73  Business  services                                             9.6  10.0  11.0  355 
Auto  repair  and  services;  miscellaneous  repair  services               9.8  10.3  11.5  76 

76         Miscellaneous  repair  services                                   9.7  10.0  10.8  54 

78  Motion  pictures                                            n.a.*  n.a."  n.a.*  21 

79  Amusement  and  recreation  services  except  motion  pictures             9.8  10.3  11.4  50 

80  Health  services                                            9.6  10.0  11.1  277 

81  Legal  services                                             9.7  9.9  10.9  53 

82  Educational  services  9.7  10.0  10.4  30 
n.a.  Museums  10.0  11.7  12.7  30 
86  Membership  Organizations  n.a.*  n.a.*  n.a.'  9 
89  Engineering  and  management  services  n.a.*  n.a.*  n.a.*  17 
89  Private  households  n.a.*  n.a.'  n.a.*  4 
89         Other  services  9.7  10.1  11.5  455 

Other 

n.a.       Nonclassified                                             n.a.*  n.a."  n.a.*  3 

Total  9.8  10.5  12.3  8,326 
"Less  than  twenty  taxpayers  with  positive  adjusted  federal  net  income  after  apportionment. 
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APPENDIX  IX 
FAIRNESS  AND  STATE  TAXATION  OF  CORPORATIONS 


Fairness  and  State  Taxation  of  Corporations 

Economists  traditionally  have  been  uneasy  with  two  topics  that  are 
central  to  this  study:  the  existence  of  state  corporate  income  taxes  and  the 
application  of  standards  of  fairness  to  corporate  taxes.  If  the  rationale  for 
state  taxation  of  corporate  income  is  weak  to  begin  with,  economists  contend, 
then  one  is  on  shaky  ground  saying  much  about  whether  the  tax  is  "fair." 
Furthermore,  economists  believe  that  ultimately  people  bear  the  burden  of 
"business"  taxes—whether  it  be  in  their  role  as  shareholders,  employees,  or 
consumers.  Therefore  standards  of  fairness  are  best  applied  in  terms  of  who 
ultimately  bears  the  burden  of  the  tax,  not  in  terms  of  the  entity  that  is 
legally  bound  to  pay  it.  Yet,  economists  would  also  admit  that  their 
understanding  of  who  bears  the  burden  of  corporate  taxes  is  imperfect. 

Despite  these  ambiguities,  policy  makers  inevitably  wish  to  evaluate  the 
fairness  of  existing  corporate  taxes.  This  appendix  discusses  how  academic 
and  other  views  about  fairness  correlate  with  the  measures  used  in  this  study. 
The  conclusion  is  that  there  is  indeed  some  overlap,  and  that  the 
Massachusetts  corporate  tax  structure  seems  to  be  designed  partly  on  the  basis 
of  the  "benefit  principle"  and  partly  on  the  basis  of  the  "ability  to  pay 
principle. " 

Several  studies  have  come  to  conclusions  about  the  fairness  of  the 
federal  corporate  income  tax  by  estimating  taxes  relative  to  book  income. 
According  to  at  least  one  analyst  (Spooner  1986),  this  approach  accords  well 
with  common  nations  of  fairness:  "Although,  perhaps,  what  is  often  thought  of 
as  fairness  is  more  properly  measured  in  terms  of  individual  tax  burdens,  it 
is  often  the  public  perception  of  fairness  that  matters.  Because  of  an 
increase  in  tax  advantages  granted  to  particular  sectors  of  the  economy,  there 
is  a  growing  public  concern  that  an  accumulation  of  these  tax  advantages 
benefits  some  industries  more  than  others..." 

In  a  more  academic  vein,  Oakland  (1992)  suggests  three  alternative 
economic  rationales  for  state  taxation  of  businesses.  The  first  rationale — 
which  is  known  as  the  benefit  principle— calls  for  taxation  of  businesses  in 
order  to  recapture  the  cost  of  services  rendered  by  government  to  the  business 
sector.  For  example,  businesses  make  use  of  roads,  courts,  and  other 
facilities  funded  by  state  government.  The  benefit  principle  gives  direct 
support  for  the  imposition  of  user  fees.  It  cannot  be  used  as  the  fundamental 
justification  for  taxing  income,  since  benefits  do  not  vary  directly  with 
profitability.  On  the  other  hand,  given  the  existence  of  the  Massachusetts 
corporation  excise,  the  benefit  principle  would  lend  support  to  three  of  its 
features.  First,  as  a  result  of  apportionment,  if  there  are  two  companies 
with  the  same  overall  level  of  income,  the  one  with  higher  activity  in 
Massachusetts  is  taxed  more.   Second,  the  benefit  principle  provides  some 
justification  for  taxing  corporations  on  their  property— though  not  for  the 
particular  division  of  property  taxes  between  the  state  and  local  governments, 
or  the  policy  of  taxing  some  corporations  on  their  net  worth— that  exist  in 
Massachusetts.  Third,  the  benefit  principle  supports  having  a  minimum  tax, 
since  any  corporation  with  activity  in  Massachusetts  receives  some  benefit 
from  publ ic  services. 
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Oakland's  second  rationale  calls  for  taxation  on  the  basis  of  social 
costs  imposed  by  the  operation  of  a  business,  such  as  pollution.  These  costs 
are  unlikely  to  vary  with  the  general  measures  of  income  and  assets  used  as 
the  base  for  the  Massachusetts  corporations  excise  tax—except  possibly  via 
the  tax  credit  for  investment  in  alternative  energy  sources  or  the  vanpool 
credit.   Indeed,  Oakland  writes:  "Among  the  major  business  taxes  in  use  by 
state  governments,  the  state  corporate  income  tax  is  least  consistent  with  the 
social  cost  rationale."  In  any  case,  the  current  study  provides  no  evidence 
on  how  well  or  poorly  the  Massachusetts  tax  system  ranks  according  to  taxation 
of  external  costs. 

Finally,  corporate  taxation  is  an  indirect  means  of  taxing  corporate 
shareholders.  Without  a  corporate  income  tax,  Oakland  notes,  shareholders 
have  the  ability  to  defer  personal  taxation  of  their  accumulation  of  wealth  by 
retaining  earnings  in  corporate  enterprises.  Furthermore,  Mclntyre  (1988) 
indicates  that  the  existence  of  a  corporate  income  tax  increases  the 
progressivity  of  a  tax  system,  as  ownership  of  corporate  shares  is  heavily 
concentrated  among  the  wealthy.  This  "ability  to  pay"  rationale  comes  closest 
to  justifying  equal  tax  payments  as  a  fraction  of  income  for  different  types 
of  corporations,  since  the  absence  of  equality  might  create  opportunities  for 
individuals  to  shelter  their  income.  Note  that  this  rationale  provides  no 
justification  for  having  higher  effective  tax  rates  according  to  corporate 
size,  as  fairness  ultimately  is  measured  relative  to  an  individual's  ability 
to  pay--not  to  the  corporation's. 

Even  Oakland's  third  rationale  does  not  completely  justify  state  income 
taxes  as  they  exist  today.  For  one  thing,  except  for  Subchapter  S 
corporations,  corporate  taxes  are  based  on  total  corporate  earnings,  whether 
earnings  are  retained  or  distributed  to  shareholders.  This  is  in  addition  to 
a  personal  tax  on  dividends.  For  a  detailed  discussion  of  this  problem,  see 
U.S.  Treasury  Department  (1992).  The  other  problem  is  that  corporate  taxes 
are  applied  to  all  income  that  is  deemed  to  have  its  source  in  the  state,  even 
though  many  of  the  shareholders  may  reside  outside  the  state  (and  therefore 
should  not  be  taxable  on  this  income  by  the  source  state). 
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